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OBJECTIVES OF AN ANNUAL REPORT
Kathleen G. Skinner
Portland, Oregon

Addressing a group of expert accountants
such as yourselves on the subject of annual
reports makes me feel somewhat like a clerk
trying to explain the intricacies of open heart
surgery to a group of distinguished heart sur
geons.

a small, cramped type face for their finan
cial pages.
So much for the statistical data which
supplies both the sophisticated and unsophis
ticated stockholder or would-be investor with
the information he needs to make a decision
as to whether or not he wishes to continue
his investment in your company, increase his
holdings or put his funds into some other
company. Then what is the objective of the
14, 16 or 20 additional pages appearing in
most of today’s progressive corporate reports?
Why are they considered to be worth the
additional money they cost?
Public Relations Vehicle
I can only say that the concept of annual
reporting has changed so drastically in the
past two decades that many executives today
regard it as one of the most important public
relations vehicles a company can have. No
other piece of business literature tries to
convey so much understanding—of so many
subjects—to so many people as does the an
nual report.
Corporate management recognizes that it
not only provides vital and important statisti
cal information for stockholders and members
of the financial community, but that it also
can be a fact sheet for the business press,
a goodwill builder among present and pro
spective customers and suppliers, a textbook
for business classes in high schools and col
leges, a prestige builder with community
leaders and employees, a helpful reference
book for prospective investors and a manual
for security salesmen. However, it obviously
can perform none of these communications
functions unless it is read—and understood.
And this is where the window dressing man
comes into the picture.
Design and Theme
First, he must arouse the reader’s interest
with an eyecatching and meaningful cover
design. Before selecting a cover design, how-

Your statistical reports actually are the
heart of any corporate annual report and the
main reason for its existence, whereas the
level of my accounting ability is about like
that of the man who, after doing a hauling
job, was told he could not get his money
until he submitted a statement. After much
meditation, he finally evolved the following
bill: “Three comes and three .goes, at four
bits a went—$3.00.”
People like myself merely provide the win
dow dressing or prepare a showcase for your
financial data in an attempt to stimulate read
er interest in the real merchandise the annual
report is trying to sell. We may design the
report and prepare most of the body copy
but we have to rely very heavily on the people
in your profession for all of the factual in
formation that is required by law or properly
should be included. However, as I somewhat
facetiously have told our accountants, their
figures don’t always mean much to the layman
as illustrated by the man who was asked
what he would do with a million dollars.
“Boy, if I had all that money,” he said, “I’d
put $5,000 in the bank and have a whale of
a good time with the other $5,000.”
Therefore, for the benefit of those who are
not accounting experts, it behooves us to in
terpret some of the more vital statistics in
such a way that even the most unsophisticated
investor readily can tell whether his company
is making more money this year than last
year, whether it is keeping expenses in line
and, most of all, whether it is increasing his
dividend. This usually is done by putting a
financial highlights page at the beginning of
the report. For the more sophisticated stock
holder and the investment analysts, detailed
ten-year statistical comparisons at the end
of the book or as a separate enclosure are
considered highly desirable, and five-year
comparisons are regarded as an absolute
minimum. It is my firm conviction that all
such data should be set in fairly large, easily
read type although many companies still use
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ever, he must decide on a theme for the re
port—determine which aspect of his company’s
business he most wants to emphasize—ex
pansion, new products, customers, employees,
stockholders, a new headquarters building.
Then, insofar as possible, this theme should
be carried out throughout the report both in
pictures and the written copy. It should lead
the reader through the report as though he
were being conducted on a personal tour of
the year’s vital statistics.
There are no formulas available or rules
to follow in establishing the basic design idea
or plan. The only consideration, as one rather
poetic writer put it, is that any design or
graphic expression should come under the laws
of orderly structure, fingered with simplicity
and rippled with originality.
I have scattered around on the tables to
day samples of some of our company’s recent
reports. You will note that our 1962 report
emphasized the fact that “The Spotlight is
on Growth” because it was a year characterized
by one of the highest percentage growth figures
in the Company’s history and culminated
spectacular progress in the six-year period fol
lowing the arrival of natural gas in 1956.
We were encountering some fear of natural
gas on the part of the people in this area
because they long had been familiar with the
toxicity of manufactured gas and were not
yet convinced of the non-toxicity of natural
gas. Therefore, in 1963 we stressed the fact
that natural gas was being used by people
everywhere—in schools, homes, hospitals, shop
ping centers and churches—places with which
people frequently come in contact and with
which they associate safety and comfort. Em
ployees were used as models wherever pos
sible, thereby increasing employee interest in
the report.
The next year we decided to emphasize
the fact that we were not a cold inhuman
machine but rather a company of people just
like a stockholder’s friends and his next door
neighbors. Employees in various occupations
were featured. This again was a particularly
satisfactory approach employee-wise and also
seemed to appeal to the general public.
In 1965, the big news of the year was our
expansion to the coastal areas of Oregon so a
beautiful scenic picture was selected for the
front cover, and, for a little light touch, a
picture of a seagull was selected for the back
cover. The number of requests we received
from stockholders for reproductions of both
the front and back covers was unbelievable.
One stockholder requested two prints of the
seagull because his wife and daughter each
wanted one and neither was willing to share
her copy. Unfortunately the printing process

used in producing the annual report did not
permit us to accede to these requests without
undue expense but we did acknowledge all
letters and carefully explained our problem.
Many quickly recognized the problem involved
and simply asked for additional copies of the
report, which we gladly provided.
In 1966 we had announced that we would
construct a $3 million liquefied natural gas
plant—first of its kind in the Pacific Northwest
and second in the entire West. This seemed
a natural for the cover. It was not as beautiful
or as imaginative as some perhaps but at
least it was meaningful.
After the cover has been selected there
still remains the problem of filling a number
of pages with easy-to-read copy combined with
attention-getting pictures and informative
captions. Natural gas, unfortunately, is not
very photogenic. Also, since we are a relatively
large utility, many people are inclined to think
of us as a monopolistic monster. Both of these
factors make the selection of pictures some
what more difficult than if we were selling
wearing apparel, like Jantzen and White Stag,
for instance, or photographic equipment like
Eastman Kodak. Therefore, to find 15 to 20
useable pictures, I usually start with a stock
of more than 100, gradually eliminating those
that don’t quite do the job of making the
Company appear as a good, valuable and
warmhearted citizen of the areas it serves.
One year, when Portland’s first baby
elephants, namely Packy and Me-Tu, were
making national headlines, we ran a picture
of them in our annual report and explained
that natural gas heated their elephant house.
Another year, because we supply natural gas
for virtually all of the chicken brooders in
our service area, we used a picture of some
cuddly yellow baby chicks. Incidentally, fol
lowing a recent rate decrease, we launched
a new advertising campaign in which we use
baby chicks in our radio, TV, newspaper and
billboard advertising. The copy consists pri
marily of the words—“Natural gas is cheap,
cheap, cheap.”
Pictorially we run the gamut from pictures
of babies being bathed in gas heated water,
to the Lloyd Center, many of whose tenants
are large users of gas, to a vast lime kiln
in a paper mill in which natural gas is used
to maintain temperatures of 2200° Fahrenheit.
Usually we also include pictures of our
directors and officers because we have learned
that stockholders like to know what the man
agement people of their company look like.
Writing Copy
Now comes the laborious job of copy writ
ing, every word of which, incidentally, has
to be approved by 18 directors and officers.
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there are too many variables that could change
the picture. It has been said, somewhat face
tiously, that if the President makes things
appear to be going too smoothly, stockholders
may get the unthinkable idea that the man
agement is overpaid. If difficulties are over
stressed, on the other hand, they may deduce
that the job is simply too big for the present
incumbents.
Seriously, the president’s letter above all
should convey a feeling of sincerity and com
plete candor. If things are not going well,
he should say so and explain why—if things
are going beautifully, again he should say so
and explain why—but never should he em
bellish the truth. The urge to puff and blow
a little is almost irresistible but strong and
successful resistance to such an urge will pay
dividends in winning public confidence and
respect. As a Japanese artist once said, “Have
the strength to do more but the will to re
frain.”

I might add that the securing o£ these 18
approvals is a job in itself. Straight, simple
language is preferable to cumbersome phrases.
After all, we want to keep the reader awake—
not lull him to sleep. I was appalled at a
sentence I recently encountered in an annual
report. The company in question apparently
was trying to explain a gradual correction of
its supply-and-demand balance, and I quote:
“This improvement came about because a
strong growth trend both here and abroad
enabled the industry to absorb its additions
to capacity.” How would you like to wade
through 20 pages of that kind of language?
Why didn’t they say something like—“Business
picked up so we were able to use up our
over-supply.” I think that’s what they meant.
But, back to copy writing. First comes the
president’s message which must strike exactly
the right balance between optimism and con
servatism. No matter how bright the future
may appear one cannot extol it too positively
because in our business, as in all others,
7

Make Figures Come to Life
The remainder of the annual report copy
should attempt to explain the accountants’ re
ports in layman’s language and make the
figures come to life. For example, a $5 million
increase in revenues is converted into so many
thousand new homes added to our lines, into
new restaurants which have selected gas for
their major energy requirements, and into new
industries which have chosen to locate in our
service area partially because of the availa
bility of natural gas.
The increase in plant account is explained
by the number of new customers and new
services added and the miles of new main
installed to reach new areas.
Payroll costs are converted into the num
ber of employees involved. Their generous
contributions to United Good Neighbors and
the Red Cross Blood Bank, their acts of
heroism and safe driving records, their active
roles in local chambers of commerce and
school boards—all are emphasized in a con
tinuing effort to create the impression that
the Company and its people are “good”
citizens of the communities in which they
live.
This same treatment is given taxes, capital
ization and other financial data in an attempt
to make them fully understandable and “real”
to the reader. As an added fillip, we usually
include a section on our outlook for the future.
Here one’s imagination can take over but only
in a guarded way. Nothing can hurt a com
pany’s reputation more than undisciplined re
presentation of its future prospects which may
not, or cannot, ever be realized. The expres
sion that “honesty is the best policy” never
can be applied more aptly than to a com
pany’s corporate mouthpiece—its annual re
port.
And Finally
Finally, after weeks of galley proofs, page
proofs, color separations and color proofs, Van
Dykes and corrected Van Dykes, the show
case for your statistical data is complete. I
hope you will regard it as a fitting one in
which to display your merchandise.
Now may I leave you with one last dis
couraging or fortifying thought depending
upon your point of view. I have been told
that only two people ever will read our mas
terpieces all the way through anyway, namely
an assistant statistician in some brokerage
firm and Old Man Smithers, age 83, who owns
ten shares of stock. The latter also will at
tend the Annual Meeting and make his
traditional speech criticizing the Company for
the high salaries it pays its management peo
ple and the abysmally low dividends it pays
its stockholders.

AN AUDITOR’S APPROACH
TO COST ACCOUNTING
(continued from page 12)
ing anticipated costs at varying levels of sales,
based on each unit of measure. A composite,
variable cost can then be taken off for the
flexible budget.
After completing the flexible budget, the
projected break-even point, marginal income
and margin of safety ratio can be computed
for the estimated sales volume.
“Break-even point” is the volume of sales
which will cover the total fixed costs plus
that portion of the variable costs attributable
to said volume of sales. In other words, the
point at which the sales volume indicates
neither profit nor loss to the company. “Mar
ginal income” is the difference between total
sales and total variable costs. The “margin
of safety ratio” is that portion of sales, at
any given volume, which is available to create
profits for the firm.
Break-even Point
The results can usually be shown most
clearly by the use of a break-even chart.
There are many types of charts used, and
the type chosen is largely dictated by the
factors influencing the cost-volume-profit re
lationships. In Small Sales Co., Inc.’s projected
expansion we have three of these factors at
work: first, a change in the volume of sales;
second, a change in the variable cost per
dollar of sale; and, third, a change in total
fixed costs. In my opinion, the most effective
way to show the effects of these changes would
be a line chart, with the base line represent
ing sales and the verticle line revenue and
costs. By a diagram representing the present
figures, with the projected sales, fixed, and
variable costs superimposed, the increase in
gross sales required to make the expansion
profitable is clearly shown. Even more im
portant is the margin of safety ratio and the
break-even point. Obviously, if this break
even point is higher than the maximum gross
sales anticipated, the expansion cannot be
profitable. And, even if it is within the an
ticipated sales range, if the margin of safety
ratio is too small, loss probabilities far out
weigh profit probabilities.
This conclusion is disappointing to every
one concerned, but it is not nearly as dev
astating as the results of the ‘trial by error’
method, which generally leaves a bankrupt
company and stockholders with a total loss
of their investment.
To me, putting accounting figures to work
in order to assist management in making de
cisions is one of the most fascinating aspects of
public accounting.
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